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1. Introduction

N o professional service is complete until it has been satisfac
torily performed and the fee for it has been determined, rendered
and collected.
Each of these elements is important. While the quality of the
work is the primary consideration, quality is certain to suffer if a
practitioner cannot obtain a reasonable fee for his efforts. Yet the
billing of many accounting firms and practitioners is haphazard.
It is frequently delayed until it cannot be put off any longer, if any
fee at all is going to be collected.
The practitioner often approaches the billing task with distaste.
He may feel that this chore, necessary as it is, somehow deprecates
his ideal of dedicated professionalism and reduces him to the status
of a vendor. He may hesitate to put a fair price on his services,
fearing that such self-evaluation will appear immodest. He knows
that he must recover his costs— although he is sometimes not sure
what his true costs are; but how much can the fee exceed direct
costs and still be fair to both his client and himself? The fact remains
that, although profit cannot be his dominant motive, the CPA’s pro
fessional practice is an economic unit. It can survive only if it is
maintained on a financially sound basis.
The billing operation is an essential part of this effort to achieve
fees which are consistent and equitable to all concerned. A well
planned system has four important advantages:
1. To see that all services are adequately accounted for. This
requires that the proper records be maintained which show the time
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spent and on what, expenses, client “history,” and special memo
randa which may have a bearing on the fee. By reviewing these
records at regular intervals, a bill can be prepared at a logical point.
2. To establish and maintain adequate working capital. With
a planned program of billing, it is possible to predict income over
the short term and to take into consideration the usual lag between
the billing and collection of fees. The working capital can be mini
mized by keeping receivables and unbilled services current.
3. To help insure full collection. The key to this lies in prompt
billing. A client is usually more willing to pay while the work is
in progress or the results are still fresh in his mind. No one likes
to pay for a “dead horse.” A planned system of collection enables
the firm to follow up outstanding accounts on a regular basis— for
the older the debt, the less chance there is of collecting it.
4. To systematize the internal operations of the accounting firm.
Establishing regularly followed procedures helps insure that all
necessary time will be devoted to billing without wasting potential
chargeable time. At billing time all pertinent records are available
for evaluating the size of the fee.
The billing process cannot be isolated from other aspects of
managing a practice. It is closely allied to and, in part, is deter
mined by how the firm sets its fees and the manner in which it keeps
its internal records. The degree to which the CPA has established
effective relations with his client also plays an important role in the
billing situation. Many of these topics have been discussed in prior
bulletins.* This bulletin picks up where the others left off and
relates them to the procedural aspects of billing. It is based on
discussions with practitioners, as well as a study of the existing
published material. It consists of a general discussion of the billing
problems and decisions which m ust be faced by all firms. Through

six case studies, it demonstrates how certain firms, of different sizes,
have developed procedures which have proven successful in their
practices. Not all firms will agree with all the methods illustrated.
* The Difficult Art of Setting Fees (No. 3); Controls for the Effective Use of Time
(No. 5); and Building Sound Relations With Your Client (No. 6).
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In fact, the firms which provided the case study material differ in
their approach to some of the problems. There are also special cases
in any practice where it is necessary to “throw away the book” and
bill on the basis of the peculiar circumstances of the engagement
or the client. But the value of this bulletin lies in its portrayal of
some of the “generally accepted billing principles” and how a few
firms have applied them to their practices.
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2. Establishing Sound Policies and Procedures

Before a firm can set up an effective system for rendering and
collecting its fees, it must resolve a number of questions. It must
assign responsibility; it must determine the basis of fee setting; it
must decide upon the frequency and wording of the bills; and it
must make provision for handling special cases.
These and related questions are discussed in this section.

Who Should Handle Billing?
As is true with all aspects of practice, the practitioner or part
ners must bear the responsibility for the fee rendered and be pre
pared to justify it, if the need arises. Since the determination of the
fee is so closely interwoven with the preparation of the bill, it is
almost universally accepted that a principal of the organization
should personally prepare or closely examine any bill submitted by
the firm. This does not mean that a partner must personally handle
the mechanical phases. Frequently a dollar extension of time spent
by each staff member or partner, according to his “standard” billing
rates, and a summary of expenses are supplied to the partner as a
“raw” billing. This, together with the wording supplied by the
partner, may well be the final amount rendered in many cases.
However, this often constitutes merely a point of departure. The
partner must then consider the numerous other factors which may
have a bearing on a fair fee. Even in cases where fixed fees are
employed for certain clients or other definite provisions have been
made, a partner generally reviews the bills before they go out.
Some larger firms have a non-partner office manager who pre6

pares “draft bills,” including amounts and description of services,
especially for repetitive work, for the consideration of the partner.
In some other firms the supervisors prepare them.
Three Approaches to Responsibility

Although there is general agreement that a partner should be
intimately associated with the billing procedure, firms vary in their
selection of the partner to handle it.
Billing responsibility breaks down into three basic approaches:
1. Partner directly in charge of the engagement.
2. The managing or administrative partner.
3. Partner committee, or a review by all partners.
Partner-in-charge of Engagement—He is more closely con
nected with the work performed than any other partner. He has
more personal contact with the client and is probably a better judge
of the client’s attitudes, circumstances, and in some cases, idiosyn
crasies. However, this approach can result in a diffusion of respon
sibility for biffing throughout the firm. Because of the absence of
central control, it is possible that varying evaluations of similar work
may result in disparate bills to different clients for the same type
and quality of work. Finally, different partners may vary widely
in their aptitudes in dealing with clients over fee matters.
Managing or Administrative Partner—This practice is more
usual in small firms dominated by one partner. He has ordinarily
developed much of the clientele and is generally more experienced
than his associates. However, this practice is by no means confined
to this type of firm, especially if much of the practice is repetitive
work on a monthly basis. This approach has two advantages: cen
tralized control is being exercised by a man of considerable experi
ence, and the same standards of evaluation are apt to be applied to
all clients. On the other hand, the managing partner is often not in
close day-to-day contact with clients and may not be in the best
position to consider the “value” elements in determining the fee. He
may not be in as good a position to insure collection as would be
the case with the partner who deals directly with the client.
7

Partner Committee or Review by All Partners—This procedure
attempts to apply the “two heads are better than one” concept to
billing. It is especially effective where two or more partner-special
ists have had direct dealings with clients in their particular area of
specialization. The group billing approach may often stiffen re
sistance to reducing the proposed fee by requiring an evaluation
of the reasons for the reduction. It also promotes uniform treat
ment of all clients for similar work and provides an opportunity
for all the partners to keep up to date on the firm’s clientele. How
ever, the method can be needlessly time-consuming on bills of
relative simplicity. Moreover, in other cases, the partners must rely
heavily on the partner who handled the engagement, since he is
the only one who is familiar with the client and the work done.
The “best” method for the usual billing situation depends, to a
large extent, on the firm organization, the type of clientele and the
work performed for them. These circumstances may indicate that a
combination of these methods is most suitable for a particular firm.
Organization of the Firm— Consideration should be given to
the ratio of partners to staff members. As the number of staff mem
bers supervised by a single partner increases, it grows more difficult
for him to remain completely informed on all aspects of the work.
If a firm has developed “specialist” partners supervising different
“departments” (audit, taxes, systems, etc.), there is often no longer
a single partner in charge. The “field” partners may be less experi
enced in billing technique, but the managing partner may be familiar
enough with all accounts to handle the billing after necessary con
sultation with his younger partners.
Type of Clientele and Work Performed—When the clientele
consists largely of small businesses which require repetitive monthly
work, billing can more easily be centralized.
Once the nature of this work is established, fee variations are
due mainly to changes in volume, as measured by time spent. How
ever, if a substantial portion of the practice involves full-scale
annual audits and special engagements, other factors assume con
siderable importance.
8

It is advisable to establish basic rates as a resistance point or
guide, regardless of billing method. But mere extension of the
basic rates is inadequate in some cases. Adjustments are frequently
necessary to consider properly “value,” responsibility assumed and
other factors. This requires intimate familiarity with the circum
stances of the engagement. Therefore, many firms find it preferable
to make the partner-in-charge of the client responsible for billing.
A rather common modification of this approach is to have the in
charge partner prepare the bill, which is then reviewed by the
managing partner. This is especially valid if there are any unusual
circumstances. The extent to which the managing partner may
question a fee is frequently determined by its relation to “standard”
rates, the explanation for adjustments, and the experience of the
partner who prepared the bill.
Some firms circulate a monthly “analysis of completed engage
ments” among all partners, prior to billing. This includes the
proposed bill, time extended by basic rates and the observations by
the in-charge partner on his reasons for adjusting the fee for the
job, either up or down. If no objection is raised by the remaining
partners, the bill is rendered as proposed. These firms feel that
this method, in addition to providing a billing review procedure,
enables all partners to keep posted on the work being done through
out the firm.
Although a partner bears the responsibility for the billing, the
senior staff member on the job frequently will be consulted if any
questions arise. Usually this is limited to determining the nature
and extent of work performed, but apparently an increasing number
of firms permit staff members to suggest the fee to be charged. This
is especially true where the firm has a large number of small clients.
Here is what a member of a four-partner firm has to say about his
firm’s policy in this respect:
“We have an arrangement with our seniors that compensates
them on the basis of their annual production of fees rather than on
a straight salary. Each man has a monthly drawing account and an
annual bonus based on his percentage of production.
Our firm has relatively few large audits and the large number
of small accounts makes it difficult for the partners to give the same
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review to each client that they do on the larger audit accounts. In
billing for tax work or for statements prepared without audit, a great
deal of time used to be consumed by the partners in finding out as
much about the job as is necessary to set a reasonable fee. However,
the senior in charge is completely familiar with the account, and,
we feel, is in a position to suggest what he thinks is a fair charge for
the service. Accounts are permanently assigned to each senior staff
member. He is anxious not to overcharge and jeopardize the good
will of the client. He is equally anxious not to undercharge since his
net compensation is based on his production of fees.
We have attempted to create a considerable spirit of inde
pendence among our staff men, feeling that a profession calls for
substantial individual initiative. This opportunity to suggest fees
seems to have had a very favorable effect on the staff men. They
feel a responsibility toward the client and the firm.
We have been pleased by the very constructive suggestions we
have had from the staff men, and we believe that it has, to a con
siderable degree, tended to stabilize the fees charged for various types
of service.”

Regardless of who has the responsibility for billing individual
clients, it is most desirable to have a centralized control which
measures performance in relation to basic rates. This usually takes
the form of a summary of client billings, grouped according to the
partners assigned to them. It shows actual billings and theoretical
billings at “standard” rates. This report discloses weak spots and
furnishes information on the firm’s average “yield.” In some firms
it is prepared annually, but others require a monthly summary. The
latter group feels that the extra time involved is more than offset
by their ability to correct “trouble spots” as soon as they appear.

What Should Be Billed?
As pointed out in Bulletin No. 3, a fee should recover all the
direct expenses of an engagement, a proportionate amount of the
general overhead and include a “profit” factor. These three ele
ments are usually included in a single time rate. The total overhead
must be recovered during the course of the year, even if the fee for
a few engagements does not recover the overhead “proportionate” to
those engagements. However, the more the overhead factor can be
reduced by isolating components which can be directly charged to
specific clients, the more accurately the bills will apportion costs
10

among the clients according to the services rendered. This may
require more detailed record-keeping than some firms now employ,
but many CPAs feel it is more equitable.
A number of these expense items are discussed in Bulletin No. 3
(pp. 10-11), but a brief word might be said about telephone calls
and drop-in visits, because billing policies vary widely in charging
clients for them.
Naturally, no practitioner wants the client to feel that the “meter
is ticking” every time he contacts his CPA. But the practitioner
is entitled to compensation for valuable assistance, even though the
time consumed may be relatively insignificant. The intent and
results of such calls or visits, it is generally agreed, are the primary
considerations. If they are basically to make arrangements for
future consultations or work, there is little point in charging for
such time. However, a number of firms generally follow a policy
of charging time, in the case of principals only, for these items,
in addition to evaluating the results, when a call or visit lasts for
more than a few minutes. Frequently a call of more than five or
ten minutes will be charged out as 15 minutes of time. This does
not mean, however, that individual calls or visits will be identified
in the bill, the wording of which will be discussed later.
One firm which found that a lot of potentially “chargeable” time
was being absorbed, described its present policy as follows:
“The general rule in our office is that staff telephone calls are not
charged because it would be quite difficult for them to put down the
short time that they usually spend on the phone answering incidental
questions for bookkeepers. However, telephone calls of partners are
billed at regular rates and no phone call is considered to be less than
a fifteen-minute time charge. Drop-in visits are also charged at the
regular rates. Travel time is an area that is entirely up to the judg
ment of the partner and the man traveling. We try to give the client
as little charge for travel time as possible. However, if it entails a
considerable amount of time, we divide it in half and we pay part
and the client pays part. Research time is definitely charged to the
client, and the partner when he bills determines whether or not it
should be at the full rate depending upon the item questioned.
Typing, checking and comparing time are also charged to the clients
at our regular per diem rates for these services.”
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Timing the Bill
“Timeliness” is an important consideration in billing policy.
It helps insure full collection for all charges and leads to efficient
billing practices. The three stages at which bills are commonly
rendered are:
1. Upon completion of the work—Although some firms usually
bill only after an engagement has been fulfilled, it is more common
to bill on this basis only for small audits, tax return preparation,
short-term special engagements or in other circumstances where the
bill is relatively small.
2. By period—Billing a client regularly on a monthly or quar
terly basis is especially suited to cases where regular monthly work is
performed for the client or when a lengthy engagement would other
wise mean the build-up of substantial charges. When the client’s
ability to pay is limited, “instalments” are helpful to both the client
and the CPA. This has the effect of putting the CPA on the “pay
roll” in the sense that the client recognizes the fees of his CPA as
a regular continuing expense. Prorating an annual “fixed” fee
is not difficult, but some firms feel that evaluation of the overall
fee must await the completion of the job and billing in process
work at the regular rates may not result in a fair total fee. However,
this objection is usually overcome when the client understands that
the regular payments are based on rough estimates and that neces
sary adjustments will be made in the final bill. This approach can
also be effective when only annual or semiannual work is being
performed, if the client realizes that he is paying “on account” for
those months in which he has been billed, but no work has been
performed.
3. By client’s annual cycle— This involves the b illing of com
pleted and in-process work in such a way that all the client’s
expenses for his CPA are charged off during the fiscal year in which
the work is performed. This is usually combined with some sort
of period billing, differing only in that the fee adjustments are
undertaken at the close of the client’s year, rather than when the
particular jobs are completed.
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Although many firms may generally bill on one basis, the client’s
wishes must be considered. Some may prefer— and are able to pay
— a single annual bill. Others, especially smaller businesses, may
prefer other arrangements. As a general rule, however, it is most
desirable to bill promptly—while the work is still fresh in the minds
of the CPA and the client— and frequently to avoid building up
extensive charges. Within limits, the client is less apt to question
several small bills than one large one of an equivalent amount.
Here is how one practitioner supports this view:
“We consider the ideal understanding with the client in the mat
ter of fees to be such that we can bill monthly at standard rates for
the hours on our books. This procedure accomplishes at least three
desirable objectives:
1. The client spreads this item of overhead over the year instead
of accumulating it in one month.
2. It keeps the client advised as to the amount of effort expended
on his behalf currently instead of attempting to explain it at the
end of the year.
3. It puts money in the bank for our payroll instead of forcing
our partners to supply capital to carry the unbilled time.”

For those who feel that monthly billings are only appropriate
for write-up work or for small clients, this is what a partner of a
national firm has to say:
“I am a strong supporter of the practice of billing every month
all time charges in excess of $100. At one time I sent a circular letter
to all of our substantial clients stating that we proposed henceforth
to send them monthly bills and asking for contrary instructions if
they objected. As I recall, only two requested their bills once a year.
Generally they preferred to pay for our services during the month
following the rendering of the service. They didn’t like the idea of
having a creditor building up unbilled services not reflected in their
books; at the same time, they did not like to set up a monthly accrual
(and we also didn’t like to have them make such an estimate— a
round figure guess). There is no logical reason why we should finance
our clients— no more reason to defer our payments for services than
for any supplier of materials or services to do so. Our staff men are
paid their salaries promptly and almost any client will agree that
there is no reason why we should defer billings. I see nothing
unprofessional about this. In fact, I think the clients respect us more
if we introduce a little bit of ordinary common sense business prac
tice into our relations with them.”
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A client should receive his bill as soon after the first of the
month as possible. This should not be a problem in cases where an
engagement is completed during the month or a client payment
schedule is based on a fixed monthly payment with year-end adjust
ments. When work-in-process is charged out at an extension of
billing rates, it becomes necessary to insist upon prompt submission
of time sheets by the staff. Some firms find it easier to bill at the
end of the month only for work performed through the 25th of the
month, or thereabouts. “If a bill is to be dated the last day of the
month,” writes one practitioner, “it should be mailed within five
days. I find it is very annoying to a client to receive such a bill late
in the following month. It reflects on our business acumen.”

Determining the Bill
Although this bulletin is not primarily concerned with how
much a fee should be, one practitioner lists some hints on prepara
tion which bear repeating:
“ 1. Do your easy billings first. Then it’s easier to deliberate
on tough ones.
2. Never charge more than you would be willing to pay. If in
serious doubt, err on the side of reasonableness. (Golden Rule.)
3. Never charge more than you can collect. (This implies faulty
arrangements with the client or failure to keep him posted. But this
has happened once to every practitioner. When it does—well, re
read the rule.)
4. Except for out-of-pocket expenses, do not use odd figures on
invoices. Round them out.
5. Beware of establishing and publishing minimum rates. The
minimums tend to become maximums.
6. Avoid ‘lapping.’ It has a backlash effect and will simultane
ously destroy the fee structure and client goodwill. (New practi
tioners lacking the courage bom of experience are likely to be
vulnerable on this one. To be specific, suppose that for a new client
you do work prudently worth $165 the first month, $110 the second
and $100 the third. The thing to do is to bill him just that. If you
bill only $125 the first month, hoping to make up the $40 later,
you are likely to be disappointed, and lose out all around, for the
client is already conditioned to the wrong yardstick and with brute
logic can complain when you bill him the correct $110 the second
14

month, on the grounds that his bill was ‘nearly as high as the first
month, but you didn’t spend anywhere near the same time.’) ”*
Supporting Records Needed

Before a bill can be intelligently prepared, certain basic infor
mation must be available to the partner handling it. This includes:
1. Time record for the client extended at a “basic” rate for
each individual or grade of accountant who has been employed on
the engagement.
2. Description of the work performed, preferably in relation to
the various grades of accountants assigned to it.
3. Expense statement of all direct billable and non-billable
expenses incurred. This would include items such as postage and
stationery for confirmations, long distance telephone calls, travel
expenses, use of reproducing equipment, etc.
4. Basic information about the client, including the name and
address, billing frequency, special instructions and previous billings.
These four items form the basis for the “raw” billing and permit
a comparison of the work done with the bills charged for prior
work. All this information can be incorporated on a single “client
card.” (See Bulletin No. 5, page 8, for an illustration of such
a card.)
Although consideration is often given to the type and quality
of service in establishing billing rates, the judgment factor must
frequently be applied to these data in order to consider elements
that may suggest an upward or downward adjustment from the
“raw” billing. Much of this depends on familiarity with the client.
But memory is often faulty and must be bolstered by written rec
ords. Other materials which are frequently helpful are:
1. Engagement memorandum; either the interoffice report or a
copy of the confirmation sent to the client. This is helpful in meas
uring the results against the work agreed upon. Consideration can
be given to special work beyond the limits of the original agree
ment, especially if some tentative fee arrangement had been made
for the original engagement.
* “Practitioners Forum,” Journal of Accountancy, January, 1957. p. 85.
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2. Conference reports or memoranda of lengthy telephone calls
with clients may well have a bearing on the value of the service and
should be carefully read. They should consist of a brief summary
of the nature and results of the conversation. The senior staff
members should be trained to the habit of preparing these memo
randa when necessary.
3. Correspondence should always be reviewed, prior to billing.
Frequently important advice is given in a letter or references may
be made to work, which might otherwise be overlooked.

Wording of the Bill
There appears to be general agreement within the profession
that “Accounting Services Rendered,” without further amplifica
tion, is inadequate for most bills. But practitioners are divided as
to the extent of itemization which is desirable.
Some prefer a highly itemized bill, in most cases, including a
listing of the procedures and each schedule prepared for a tax
return. They feel that a full explanation of all services mitigates
against possible complaints about the fee by impressing upon the
client the amount of work that has been undertaken on his behalf.
Other firms, probably a predominant number, prefer a brief
description of major areas without extensive itemization. This
description, they feel, should be sufficient to call the client’s atten
tion to significant items, without burdening him with a lot of detail.
They recognize that different services may require descriptions of
varying length, depending on the familiarity of the client with the
work. But they find that overitemization can cause complaints
because the client may attempt to assign dollar values to specific
items, some of which might be relatively minor.
These firms list the following considerations as the most im
portant to a well-written bill:
1. Be as brief as possible and confine the description to those
significant items which would not be readily apparent to the client.
2. Do not show hours or rates on the bill.
3. Use a single round figure for the fee for all the services
covered in the bill.
16

4. Adequately describe any item which has caused a significant
increase in the bill.
A note of caution might be sounded here. Although the CPA
would like the text of his bill to impress the client with the extent
of his services, the wording should not imply a broader scope to
the services than those actually rendered. A carelessly worded bill
might have a bearing on the accountant’s liability if it is admitted
as evidence of the scope of the CPA’s work. For example: A bill
for an audit engagement which states “Verification of assets and
liabilities . . .” rather than “Examination of the financial state
ments . . . ” might be misleading even though the report was properly
phrased.
Care should also be taken to see that the bill specifies the period
and the work covered, especially if more than one job is being done
for the client. This is one advantage to period billing for all work
being done for the client.
Illustrations of Billing Texts

Since the need for description varies with the work performed,
the following examples represent the varying treatment which might
be given under certain circumstances:
Under many circumstances the descriptive text can and should
be quite terse. On repeat monthly work, for instance, the text
might be:
Accounting and consulting services rendered during the month of Septem
ber—$100.

On an annual audit, too, the text can be quite simple, even
though the engagement was relatively large. This is so because the
audit report speaks for itself as to what was done. Hence, the text
might properly read:
Examining and reporting upon the accounts for the year ended October 31,
19— per report transmitted December 8, including the review of the corpo
ration’s federal and state tax returns for the year—$3,000.

Similarly, the billings for routine tax return preparation can be
pretty well standardized, such as:
Preparation of federal and state income tax returns and declarations for 19— ,
including accounting analyses and tax research incidental thereto, and also
incidental advisory service during the year—$85.
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Under other circumstances, particularly on new or special
engagements, considerable care should be exercised to make the text
really descriptive. The description may be couched in general terms
and yet be adequate. Example:
Revision of the billing and collection procedures in the Title Department,
including surveying and redesigning forms, testing and selection of new
cash-registration equipment, preparation of a Manual of Operating Instruc
tions for the new procedures, and complete installation of the forms, pro
cedures and equipment to the point of satisfactory operation—$2,500.

In some cases, especially in consulting work, careful itemization
may be in order. If small billheads are used, a letterhead might
well be used to permit adequate description without crowding the
space. The steps in the engagement, the phases of the work, or the
dates when conferences were held or other services performed
might be itemized. Thus, the billing might read:
Accounting and auditing services rendered in the comprehensive Personnel
Study completed April 15, as more fully described below—$2,000.

The itemization below will usually be under “Detail of Services”
or “Memorandum of Services.”
Within individual firms, over a period of time, certain fairly
standard billing phraseology is developed to apply to various types
of work. Some firms now employ a “billing instruction sheet” which
includes a list of the standard billing phrases used by the firm in the
more common cases, space for special wording to supplement or
take the place of the “standard,” and provision for inserting special
instructions for filling out the bill. These firms have found this form
to be highly effective. It saves time—the partner merely checks off
the applicable statements and fills in the appropriate dates in many
cases— and reduces the probability of clerical error.
Separation of Expenses

The majority of the firms and practitioners interviewed favor
divorcing expenses from “services rendered” on their bills. A single
lump sum is preferred. Although a few take pains to itemize virtu
ally every item, the great majority find that a brief identification
of the most significant expenses is completely adequate. However,
where all out-of-pocket expenses represent only a small portion
of the total bill, many of these firms include them in the “fee.”
18

About a third of the firms do not favor segregating expenses
from the fee, on the grounds that the fee plus expenses represent
the total cost of the engagement— and that this is the client’s most
important interest. They supply details on out-of-pocket expenses
only if requested. Such requests, they find, are relatively rare. One
practical-minded practitioner pointed out that identification of outof-town travel expense, in particular, works against the continued
use of an out-of-town CPA.
Preprinted Notations on Bills

Almost without exception, the CPAs consulted in this study
were opposed to the commercial type of preprinted invoices. They
favored the use of half-sized letterheads or facsimile letterheads;
preprinted, in some cases, in “snap-apart” carbon form. Where
special billheads were used, they contained no columnar delinea
tions. Several of the firms numbered their bills, but the great major
ity felt that this practice was “too commercial.”
Although one practitioner carries a statement on his bills to
the effect that they are payable in 10 days, special notations such as
this were opposed by the others for similar reasons. Such nota
tions might also include a reference to terms for prompt payment,
or the right to charge interest on past due accounts.

Collection and Follow-Up Procedure
Perhaps the most important step in collecting the bill is a
preventive one— an application of the principle that a client should
never be unpleasantly surprised by a bill. If there is any reason
to believe that the client will be unhappy, he should be contacted
before the bill goes out. It is far easier to discuss it and reach an
amicable solution while the work is still fresh in mind than to
attempt to rehash it several months later, after no check has been
forthcoming.
Every CPA wants to keep his receivables current. He is well
aware of the usual lag in the industries he serves, but rarely has a
guide to measure his performance against those of other firms.
Therefore, a small representative group of firms were asked what
they considered to be the maximum percentage of annual billings
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which should be outstanding, and the maximum amount of unbilled
work which should be carried. Although the replies have no statis
tical validity and some firms billed more work in process than
others, the answers were fairly uniform. They indicated that
10-15% of annual billings should be the maximum for outstanding
receivables, and that unbilled services should not represent more
than 20% .
Despite indications that some firms employ a “10-day letter,”
the consensus appears to favor a 30-day statement as the first step
in the follow-up procedure. In many cases a 60-day statement is
sent and the partner does not personally enter the picture until 90
days have elapsed. Although this is common practice, 90 days
seems to be too long a period before personal action is taken. By
the time two months have elapsed, it is apparent that something
is seriously wrong. Either the client is unhappy or he lacks the
funds to pay. Possibly he may need some prodding, for the work
has been done and he may decide he has more pressing creditors.
In any event, a 60-day lapse appears to warrant at least a telephone
call. The partner can then make definite arrangements for pay
ment or get to the heart of the client’s dissatisfaction.
Explaining the Bill

When a client is dissatisfied, how far should the CPA go in
explaining the basis for his fee?
Although it may be necessary to go into considerable detail
concerning the measurement of time and rates, it is usually not
advisable to show the client the breakdown of hours and billings
for the men used. Time spent is only one of several elements in
a fee, and it often raises more questions than it answers. It is usu
ally better to talk in general terms about the time and other factors
involved. One practitioner described his approach in this way:
“Ordinarily, we do not show our time records to a client, but it
is not good faith in some circumstances not to discuss details of the
bill. It is generally best to talk on the basis of average billings per
hour—preferably, merely in comparison with the previous year. In
some instances I have discussed total hours for each year with
explanations of differences and the average billing rates with con
siderable frankness. I have found that the clients are so conscious
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of inflationary trends in their own affairs that they are willing to
recognize that we are subject to the same trends, and approve rea
sonable increases in the average billing rates per hour.”

Another practitioner who keeps his account records on IBM
cards said:
“I show the complaining client our machine installation. He
usually doesn’t understand it—but he is impressed.”

This indicates that most clients are not so much interested in
a blow-by-blow reconstruction of the fee as they are in being
reassured that they are being treated fairly.
The Last Resort

Unless there has been an honest misunderstanding about the
scope of the work, the client is unable to pay, or the CPA plans
to resign from the engagement, he should not permit any adjust
ments in his bill, once it has been rendered. Presumably he feels
that it is a reasonable charge and it should not be subject to later
negotiation. If a client finds that he can “beat down the price,” it
undermines the whole billing structure. The obvious reaction of
the client is that he was originally overcharged.
Feelings are mixed as to the employment of collection agencies
or attorneys. They should only be employed as a last resort, but
present problems in themselves. Unless the firm is willing to under
take litigation in extreme cases, these techniques have limited effect.
Invariably the client is lost to the firm at this point and collec
tion organizations are employed to salvage what they can from the
engagement. Many firms prefer to sit down with the client and,
if discussions prove fruitless, leave it up to the client to decide what
he feels to be a fair fee. Then, after accepting the client’s offer, the
CPA will explain why he can no longer serve the client. Often
this approach will yield as much or more to the firm than if an
agency were retained, without the unpleasant effects a disgruntled
former client may have on the rest of the practice. Some firms using
this technique report that some of these clients, convinced of the
firm’s integrity, are subsequently recovered and become highly
valued accounts.
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Conclusion
Established policies on the procedures to be followed in billing
and collecting fees are important to every accounting organization,
whether it be a sole practitioner or a national firm. Some of the
specific techniques will vary, because firms of different sizes have
different problems of control. But in each case a “standard” pro
gram should be developed. However, clients are individuals and
have preferences of their own. No system should be so rigid that
the firm cannot make reasonable accommodations to a client’s
wishes, without disrupting the internal organization.
This section of the bulletin has discussed many of the factors
that should be considered. On the following pages, six firms de
scribe how they have handled these problems within the frame
work of their particular practices.
It must be remembered, however, that no matter how adroitly
bills are worked, how frequently they are rendered, or how sys
tematized is the follow-up procedure, it is all to no avail unless
the fee has been determined fairly and the client recognizes the
value of the services performed.
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3. Case Studies

Individual Practitioner Uses Billing Memorandum
General Background

The staff of this individual practitioner includes two supervisors
who share managerial responsibility and profits. Both will become
partners as soon as one of them passes the CPA examination (the
other is already a CPA). Two seniors (both CPAs), six juniors,
two typists and a bookkeeper-file clerk round out the remainder
of the organization. Last year gross fees totaled approximately
$130,000 of which 13% came from audits leading to an opinion,
41% from non-opinion audits, 15% from bookkeeping and 31%
from tax work.
Very little manufacturing is done in this medium-size western
city. Therefore, the clientele consists principally of retail and
wholesale concerns and financial institutions. Most of the clients
are small or medium-sized businesses— as are the clients of most
accounting firms in this area.
Billing Procedures

At present, the practitioner handles the billing of clients. When
he prepares the monthly billing sheet, he refers to the client’s time
card. He also discusses jobs with which he is not wholly familiar
with the supervisor or senior in charge. Until recently this pro
cedure worked fairly well. However, he finds it has now become a
little cumbersome and time-consuming. Therefore, he is currently
designing a billing memorandum which will be given to each super23

viser or senior for each of his clients each month. This memo
randum will contain the same information concerning the time
charged as does the client’s time card. The supervisor or senior
will then indicate whether or not the client should be billed and
his suggested billing. He hopes that these memoranda will keep
him better informed and make his billing more efficient.
Since most of the clients are billed monthly, a billing sheet is
prepared on the third or fourth day of each month. Occasionally,
a substantial job will be completed and billed during the month,
in which case the billing is entered on the billing sheet at the
beginning of the following month. Out-of-pocket expenditures for
travel, postage, etc., are also entered on the billing sheet, so that it
becomes the journal from which postings are made both to the
subsidiary accounts receivable ledger and to the general ledger.
Description of the services billed to the client is also entered on
the billing sheet. The typist refers both to the client’s combina
tion time card and ledger card and to the billing sheet when typing
bills. The new billing memorandum will be used to notify the
typist of the services which are to be billed to the client. Thereafter,
she will no longer refer to the billing sheet.
Telephone calls of short duration are usually not charged to
a client. Lengthy calls and all conferences are charged to the
client’s time card. These calls and conferences are not usually
charged for separately, but they help determine the overall worth
of the services. All services performed are mentioned on the bills,
including the calls and conferences. However, only a total dollar
amount is extended for the services rendered. The following is
typical of the bill format used by this office:
Fourth quarter audit: conferences regarding a pro
posed profit-sharing plan and other tax matters; prepa
ration of corporation income tax returns for the year
ended October 31, 1959................................................ $480.00
Postage and supplies....................................................
34.00
$514.00

In the last two years annual fee arrangements have been made
with a number of larger clients. In most instances these annual
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fees were instituted at the client’s request. However, the practitioner
now feels that such arrangements are mutually beneficial and at
tempts to initiate them whenever appropriate. Once he has done
work for a client for a year or two, he feels he has a basis on which
to calculate an annual fee. When the client’s business is sufficiently
stable and the CPA’s knowledge of his business sufficiently complete
to permit a firm commitment, these annual fees are not subject to
year-end renegotiation. In other instances, the annual fee is quoted
as an estimate, subject to year-end adjustment. Monthly or quar
terly payments are normally arranged on these annual fee arrange
ments. These interim payments alleviate the practitioner’s working
capital requirements and eliminate large fluctuations in the client’s
earnings statements. Small monthly payments also seem to encoun
ter less client resistance than large year-end bills.
Clients are normally billed for all research time spent directly
on their affairs. Occasionally, part of the time spent on tax research
is absorbed, if the practitioner feels that the results will be widely
used in the future for other clients. Time spent in typing, proofing
and assembling reports and tax returns is not charged to the client,
unless he requests an unusual number of copies.
Whenever possible, the practitioner tries to come to an under
standing concerning the fees to be charged and the services to be
performed prior to commencement of work. Usually it is difficult
to estimate a fee in advance with any degree of certainty because
of the many unknown factors which may be present. However, he
attempts to give the client some idea of the range in which his fee
will fall. Hourly or per diem rates are quoted only when the client
directly requests them. Everyone on the staff is instructed to alert
the practitioner concerning any client comment about fees. The
staff is instructed to relay such information without discussion with
the client wherever possible. If staff members must comment about
the fees, the practitioner tries to educate them sufficiently in the
economics of practice so that their comments will not be unsym
pathetic to the firm. Whenever a client voices a serious complaint,
the practitioner calls him to explain the fee structure and to discuss
means by which future fees may be lessened. Before sending out
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a bill of unusual size, he calls the client to prepare him. The
approach is always that of an adviser seeking to do work at the
lowest possible fee commensurate with the client’s needs.
When engaged for the first time, fees are not normally reduced
because of the necessary “first-time-through” expense. To the
contrary, this practitioner finds little need to bill at reduced rates
during first engagements because then, if ever, the client is recep
tive to higher fees. He has come to him, this practitioner feels,
because he needs his services and usually the first engagement
results in a great many tangible benefits. The exception to this
general rule is the case of a client who is well-established and who
has been audited regularly by a reputable CPA firm. Here the
“first-time-through” cost is sometimes absorbed because it is not
the result of insufficient service having been rendered in the past.
Collection Procedures

No payment terms are indicated on the bills. Clients are told
that payment is expected within thirty days of billing. However,
outstanding accounts receivable average two months’ billing. Slow
accounts are listed each month as the billing sheet is prepared.
Based on this list, the practitioner telephones those clients who are
unreasonably delinquent. Usually no call is made unless an account
is over 90 days old. He has never felt it necessary or advisable to
sue for a fee. Bad debt losses are less than 1%.

Administrative Partner Bills in This
Medium Size Local Firm
This firm has ten partners and thirty staff men. It serves 1,000
clients, 35 of whom each produce annual fees of over $2,500. A
rough breakdown of fees is:
Audits leading to reports............................
T a x e s .............................................................
Write-up and bookkeeping..........................
Management services...................................
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70%
20%
5%
5%
100%

The clients cover all types of businesses, including manufactur
ing, wholesaling, retailing, service organizations, municipal, hospi
tal, insurance, real estate, public utilities, hotel and clubs, banks.
Billings are the primary responsibility of the partner who acts
as office manager. Each account, however, has been assigned to a
specific partner or staff supervisor. The administrative partner either
bills each account himself or obtains the billing details and amount
from the partner or staff supervisor to whom the client has been
assigned. All billings are reviewed and approved before mailing by
the administrative partner.
Time and Billing Policies

Charges are accumulated by client based on: (a) Weekly time
reports prepared by partners and staff men with time charged by
the quarter hour to which set rates are applied for each partner
and grade of staff men; (b) typing and checking time based on
weekly time reports prepared by clerical employees; (c) airline
and railroad travel expenses taken from monthly invoices; (d) long
distance telephone calls taken from monthly telephone bills, and
(e) travel and living expenses on out-of-town assignments taken
from expense reports of individual partners and staff members.
The total amount of these charges on the client’s ledger card
is used as a guide for determining the billing amount. The amount
actually billed may be more or less than these total charges depend
ing on the amount billed for the previous year; the benefits actually
rendered to the client; or whether the services were of a specialized
nature such as SEC registration, tax examinations, lawsuits, etc.
Every effort is made to bill at least the amount of the charges
on the client’s ledger sheet. They try not to bill less in the hope of
making up the deficiency in future billings. At times this is un
avoidable, but this firm’s experience indicates that in most cases
the deficiency is never recovered.
Normally bills are prepared only when an assignment is com
pleted. When an audit report is mailed, it is fisted by the typing
department on a daily report form and given to the firm’s book
keeper. The administrative partner reviews these fists at least weekly
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and either prepares the billing or requests billing instructions from
a partner or staff supervisor. The basic support for the billing is
the client’s account card to which time charges are posted and
expenses accrued.
The file copy of completed tax returns is routed to the book
keeper by the tax typing department. The bookkeeper ascertains
the time charges and the amount billed for the prior year’s return.
Once each week the partner in charge of the tax department reviews
these returns and determines the amount to be billed. Here again
any return assigned to a specific partner is referred to that partner
for billing instruction. A billing for tax returns made in conjunc
tion with an audit report is billed as part of the audit billing.
Often there is a lag between the time the audit report is com
pleted and the mailing of the tax return. If this delay is expected to
exceed a week, the estimated time required to complete the tax
return is billed to the client.
Usually expenses (travel, telephone, confirmation supplies, etc.)
are segregated only if the amount involved is material in relation
to the total bill. This firm estimates that only about 2% of the bills
show expenses as a separate item.
Preparing the Bill

At least once each month the administrative partner reviews all
client ledger cards to ascertain if any should be billed. The trial
balance of clients accounts receivable and work in process is pre
pared monthly with separate listings by partners and staff super
visors. Thus each partner and staff supervisor receives a list of the
clients for whom he is responsible showing the amount billed,
amount unpaid, and the charges for work in process. He reviews
this list to ascertain if any billings can be made.
Most of the bills are worded simply. Thus, for regular audits
they usually read:
Services rendered in auditing books of account and records for year ended
December 31, 1959, and preparation of audit report and Federal income tax
return.
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The normal billing for income tax returns is:
Services rendered in preparation of Federal income tax return for calendar
year 1959 and Declaration of Estimated Tax for calendar year 1960.

When any service is rendered other than the normal audit or tax
services, a brief description of the service rendered is given. This
wording is drafted by the in-charge partner and is reviewed and
approved by the administrative partner. The firm tries to keep from
being “too wordy” on a bill, but attempts to give the client enough
to justify the amount of the billing.
Bills are due when rendered. Normally they are paid by the
10th of the following month. If requested by the client, terms of
payment are worked out to suit his financial condition.
Invoices are not numbered. They are filed alphabetically by
month and a notation of the date and amount of each invoice is made
on the client’s ledger card. Therefore, the reference is by date of bill
ing. Invoices are preprinted in triplicate on snap-out carbons with
the original going to the client, the duplicate being filed alphabeti
cally by months, and the triplicate being filed in the client’s regular
correspondence file.
Follow-Up Procedures

The administrative partner has the primary responsibility of
following up on collection of bills. He sends monthly statements on
all bills which are over 30 days old. Occasionally letters are written
to clients regarding unpaid bills, but the main effort is through per
sonal contact by the in-charge partner.
Billing, collection and follow-up procedures are based on indi
vidual accounts and a review of the individual cards in the client’s
ledger file. Overall percentages of annual billings or maximum
amounts of unbilled work are not used as guides in this firm.
Collection agencies have never been used and only in rare in
stances has the firm turned accounts over to lawyers for collection.
This is a last resort and is used only when services are no longer
being rendered to a former client.
Adjustments to billed prices are made only in rare cases when
exceptional circumstances are involved. Every effort is made to
include allowances in the billings before they go out for any cases
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where the firm doubts that the usual billing is fully justified.
Billing rates are consistently applicable during the entire year.
They are not reduced during the “slack season,” nor are they raised
during the busy season. However, billings are increased in certain
cases where the clients require special attention with considerable
overtime work and interference with the regular office routine.
Advantages of System

This firm feels that its present system has these advantages:
1. By placing primary responsibility with the administrative
partner and secondary responsibility with the partner or supervisor
to whom the client has been assigned, overall supervision of billing
and collection activities is centered in one person, but it still makes
possible the necessary personal contact with the client.
2. By making one partner responsible, the non-chargeable time
spent by other partners and by staff men in billing and collecting
is reduced. Usually the only time spent by other partners and by
staff men is to review the monthly listing of their accounts and to
handle specific billing requests by the administrative partner.
3. The administrative partner provides a somewhat impersonal
viewpoint on the amount of the billing, which offsets the tendency
on the part of the in-charge partner to be too sympathetic to the
client’s position.
The partners have often discussed and hope to install a system
similar to the monthly retainer used by attorneys. This would call
for the client to make monthly advance payments to apply on the
total annual audit and tax biffing. However, they have not yet
been able to use this approach except in those cases where monthly
reports are prepared for their clients.

Partner-in-Charge Is Responsible
for Billing in This Eastern Firm
This firm was organized in 1930 with three partners and three
employees. Today the firm consists of eight partners, including two
founding partners, and approximately forty employees.
The clientele varies as to type and size with a fair cross-section
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of local manufacturing concerns comprising the largest single group.
An average annual billing ranges from $2,000 to $4,000.
A rough percentage of services performed follows:
Audits leading to reports
(including several non-opinion)............. 60%
Taxes (largely for business rather
than for wage e a rn e rs)............................ 25%
Write-up and bookkeeping............................ 2%
Management services....................................... 13%
100%
Billing Time and Expenses

Billing is now handled by the partner most familiar with the
job although until recently only the senior partners did the bill
ing. And even now one of the two senior partners is consulted
before any important bill is prepared.
All productive time is billed, including short visits or telephone
calls if they are long enough or important enough to justify the
minimum recordable unit of one-half hour. Research time on a
new assignment is billed or not, depending on its nature and the
circumstances. In general, time spent becoming familiar with peculi
arities of a new client’s business is recorded as chargeable time but
with allowances being made (average 50% ) at the time of billing.
Travel time during regular working hours is billed with regular
productive time. Other travel time is ordinarily not charged for.
Travel expenses on an actual out-of-pocket basis are charged to
the job and shown separately on the bill unless arrangements with
the client are on an overall flat fee. Because the preponderance of
this firm’s work is local, travel expenses are not a major item and
no attempt has been made to establish standard room or food
allowances. Auto mileage is allowed at 100 a mile when a car is
required for work outside of the city. Telephone toll charges, or
extraordinary major stationery costs (above normal quantity of
reports, for example) are ordinarily billed, but not shown as a
separate item. Postage, normal stationery costs, including dupli
cating equipment supplies, stenographic time or costs are not billed.
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When We Bill

Billing is generally done annually at the completion of the
audit and tax work. Certain clients prefer monthly billings, on an
estimated basis, with year-end adjustment to actual. Others prefer
quarterly billing. Special jobs such as management services or tax
cases are ordinarily billed upon the completion of the special assign
ment. Progress billings or cash advances are customary on a long
assignment, such as an extended management service job which
involves a considerable period of time.
Wording of Bill

Bills are dictated by a partner with a brief description of the
services rendered and particularly of any special or non-recurring
services. The description of such special services is obtained, at bill
ing time, from one of three sources: (1) Explanation space in the
regular semi-monthly time report of person performing the service.
(2) Written comments by the man in charge of the job, listing
special features and related time involved. (3) Conference at time
of billing by the partner and man performing services. This firm’s
bills follow a middle course, neither minutely detailed nor void of
any description. The following are some examples taken from the
firm’s files:
FOR SERVICES RENDERED in connection with accounting, tax
and special matters including:
Audit and Special Matters at December 31, 1958,
A Corporation and subsidiaries (B, C, & D )—
Examination of assets and liabilities, preparation of audit re
ports showing financial position and operating results, individually
and consolidated, at December 31, 1958 with special services
related to year-end printed statements and meetings with directors,
counsel and management.................................................................. $3,850.00
Tax Matters—
Current Year—obtaining data and preparing necessary tax
returns, Federal and New York State, for parent and subsidiary
companies for the year ended December 31, 1958.
Prior Year Tax Case—following through with counsel in Treas
ury Department examination of tax case for the year ended De
cember 31, 1957, conference with Agent, management and coun
sel, research and computations required and assisting in settling
case ...................................................................................................
1,125.00
Total Services.................................................................................... $4,975.00
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FOR SERVICES RENDERED in connection with accounting, tax
and special matters including:
Accounting—examination of records for the calendar year 1958,
preparation of non-opinion statement showing financial position
and operating results for the year ended December 31, 1958, on a
cash basis, with supplementary income and expense data shown on
an accrual basis.
Taxes—securing data and preparing various necessary tax re
turns, Federal and New York State, for the year 1958; conferences
with Internal Revenue Agent covering examination of company’s
Federal income tax returns for calendar year 1957.
Special Matters—accounting suggestions re system, personnel
matters, etc.
Services ..............................................................................................

$ 850.00

FOR SERVICES RENDERED in connection with survey of gen
eral accounting system, office procedures, production planning,
purchasing and material handling procedures; devising and install
ing new procedures and controls relative to the foregoing, prepar
ing manual of procedures, instructing personnel and following
through on the project and the interpretation of reports, etc.
Services—September 1, through December 31, 1958...................... $8,870.00
Less: Advance received November 1, 1958............................
4,000.00
BALANCE.............. $4,870.00
FOR SERVICES RENDERED in connection with obtaining data
and preparing all necessary income tax returns, Federal and New
York State, for the year 1958 and estimates for the year 1959;
conferences with Revenue Agent in connection with examination
of 1958 medical expense deduction.
Services ..............................................................................................

$ 100.00

Supporting Records

The basic supporting record is the client’s ledger sheet. To this
sheet is posted, on a semi-monthly basis, the time charged to the
client by the various partners and staff men. The direct charges for
travel, toll charges, etc., are also posted to this sheet.
The office bookkeeper summarizes the time on each job accord
ing to the various billing price categories for the men performing
the service. The hours are multiplied by the billing rates and the
total computed. Reference is made to the terms of the order for
the work. As most jobs are repeat performances, the prior year’s
billing is referred to and the amount of the prior billing is given
primary consideration in determining the current year’s bill. Un
usual items, justifying special charges, are so described and billed.
Normal recurring audit and tax services are constant objects of the
33

partners’ thought and attention for the purpose of raising the bills,
wherever possible, in keeping with rising costs. However, considera
tion is given to the auditor’s responsibility for improved efficiency
and reduction of time consumed to offset the increase in labor costs
and overhead as much as possible.
Collection Procedure

No rigid standard procedure is in effect for the collection and
follow-up of bills. It is the responsibility of the billing partner to see
that his bills are collected as promptly as possible. Monthly trial
balances of outstanding accounts receivable are prepared by the
firm’s bookkeeper and are reviewed by all the partners at their
regular meeting the first Friday of every month. Each partner, in
effect, has to defend to the other partners any outstanding accounts
for which he is responsible. Statements showing the date of the
unpaid bill and the amount are mailed in most cases after one
month’s time has elapsed from the date of billing. No such state
ments are mailed without the approval of the partner handling that
client. In many cases the partner may prefer to contact the client
directly by telephone or otherwise. Not infrequently, special cir
cumstances known to the partner make pressure inadvisable. While
this relatively loose procedure may delay collection dates, client
relations are considered most important. Occasionally, it is neces
sary to put an account in the hands of an attorney for collection.
This is done only under very unusual circumstances.

A Smaller Firm Describes its Pegboard System
The normal complement of this firm includes five partners, ten
staff personnel, and four secretaries. Offices are maintained in the
three principal cities in a western state with a managing partner in
charge of each office. The firm has a varied practice but does con
siderable work for industrial and food processing companies, co
operatives, and for trucking companies. The type of practice is
divided approximately as follows: 20% Write-Up Work and Super
vision over clients’ record; 40% Auditing Work; 20% Tax Work;
and 20% Management Service Work.
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Time Keeping System

This firm uses a copyrighted time keeping system sold by SansCopy,* a corporation. This system eliminates copy work by the use
of time slips and a pegboard. All personnel, including secretaries,
use these pegboards and time slips to record time and expenses
and to describe work performed for clients.
The pegboard used is an aluminum 8 x 13-inch writing board
with ten pages protruding on the left side about one quarter of an
inch. A chemically treated pressure sensitive (no-carbon required
paper) is used consisting of a reproducing (journal) sheet affixed
to the pegboard with a bank of shingled time slips. The shingling
arrangement places the top 5/16 inch of each slip in contact with
the reproducing sheet underneath. These time slips measure about
3 x 7 inches. (See Figure 1-a.) Thirty-one time slips can be affixed
to the pegboard. The pegboard can be slipped inside the CPA’s
desk or into his brief case. Time slips can be affixed singly or they
can be attached already preshingled.
A time slip is filled out by entering in the appropriate spaces on
the printed slip the following information: date; initials of the CPA;
name of client; principal work performed; and time spent, expressed
decimally. Additional information and explanation of work per
formed is written under the section headed “Comments.” The in
formation listed at the top of the time slip is reproduced automati
cally on the underlying reproducing sheet. A separate time slip
is used for each client for whom work is done that day. If more
than one kind of work or engagement is done for the same client
during the course of a day, separate time slips are used for each such
engagement or “matter.”
Each user is assigned a color code. This is applied with a crayon
* Distributed by Post-Rite Systems Company, Dayton, Ohio. Other companies
which sell systems similar in principle to this include: Todd-Hadley Division,
Burroughs Corp., Rochester, New York; Norfield Methods and Procedures, Inc.,
Oak Park, Illinois; Pacific Business Forms, Santa Monica, California; Reming
ton Rand Corp., New York, New York; Royal McBee Corp., Port Chester,
New York; Speedograph, Inc., Chicago, Illinois; VISIrecord, Copiague, New
York; C. E. Shepherd Division, Yawman and Erbe Mfg. Co., Inc., Rochester,
New York.
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or water color applicator to the shingled time slips and reproducing
sheets by marking down along the right edge of the pegboard.
This color marking scheme permits easier sorting of time slips
according to staff member.
The time slips and reproducing sheets are removed from the
pegboard generally when the board is filled. However, as is ex
plained later, they can be turned in any time to permit billings at
any time. This firm bills mostly on a monthly basis and all time
slips, etc., must be in by the last day of the month. Actually, they
are normally turned in on a weekly basis and the managing partner
then reviews them as a further means of keeping in touch with the
work of each staff member.
The time slips are first filed by a staff member, just as they are
received. Each staff member’s slips are then “priced,” either singly
or in batches by client, by applying the hourly rate for the person
and for the particular level of work performed. The total time
charges and total hours for the group of time slips is then entered
as a total on the corresponding staff member’s journal sheet. This is
done to provide a chronological and cumulative history of time
and charges by each staff member. The journal sheets are filed in
a separate file or binder for each staff member. In this firm, the com
pensation of several of the staff members is predicated upon their
“production.”
The time slips are then sorted by client and filed in a client’s
financial file. This is a drawer with index tabs accommodating this
size form. Being of approximate IBM card size, IBM file drawers
are suitable, although other files are also available.
If production information by a staff member is not needed, nor
desired, it is unnecessary to price the time slips at this point. They
may be sorted by client and filed directly in the client’s financial
file. Pricing can be done later, prior to billing.
The time slips are used also to enter charges to clients for ex
penses such as travel expenses, where chargeable (out-of-town, etc.).
The staff member either uses a separate time slip or enters the expense
on the same slip on which he has entered the time charges. Tele
phone calls, where chargeable, are also entered on the time slips,
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FIGURE 1

Basic Forms in Pegboard System

(a) Time Slip
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generally when calls are made. All time slips containing these
charges are filed in the client’s financial file. If charges to clients,
whether for expenses or advances, originate by a check disburse
ment and voucher type checks are used, a copy of the check is filed
along with the time slips. Sans-Copy has designed a voucher type
check for these purposes. This check is the same size as the time
slip except that it protrudes % of an inch above the time slips in
the financial file. This permits locating quickly all such charges.
Billing

This firm bills for all services performed, with minor excep
tions. Time for checking and typing is included in accumulated
charges. This system permits billing at any time. If time slips and
charges are currently turned in and priced and filed in the client’s
financial file as explained above, all charges are available for billing
purposes. This firm ordinarily makes billings on a monthly basis,
although some billings are made at other intervals. Billings can
be made and are sometimes made at the completion of an engage
ment. Some work is done on a basis related to weeks, and billing
is done accordingly.
It is not necessary that the charges in the client’s financial file
be posted to a ledger account. A ledger account may be helpful
in some instances, but is unnecessary.
Billings are generally made by the managing partner. All of the
data pertinent to the billing is in the client’s financial file. The
charges shown on the slips will have been added in advance by
the office bookkeeper. The total is entered on the top time slip of
the batch. The adding machine tape can be stapled to the batch.
Consideration is given to other pertinent billing factors, and the
total billing is determined. A snap-out type of statement, in dupli
cate, is used for billing. The original is, of course, mailed to the
client. The duplicate and all of the time slips, etc., related to the
billing are stapled together and filed in a client’s unpaid statement
file, a separate file from the financial file. If desired, the time slips
can be filed directly behind the statements without stapling.
Because of the advantage of adequate explanation of services
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performed for a client, available with these time slips, this form is
now more descriptive of services rendered. So far, this has been
helpful in billing and client relations. The feature of associating
the time slips with the statement is that any billing can be quickly
reviewed with a client in case a question is asked. No billing terms
appear on the printed statement. Clients generally understand that
billings are on a current 30-day basis, although some take longer
to pay. If special terms apply, this is typed on the statement or cov
ered in a separate letter.
This firm keeps its accounts and reports on an accrual basis.
The unbilled time is quickly determinable by taping the unbilled
time slips and the figure is brought into the income statement.
Collections and Deposits

All billed but unpaid statements are now in one file. When
payment is made, the statement is pulled, and notation is made
on its face of the date of payment. The paid statement is then
transferred to a client’s paid statement file. If payments are made
on account, notation is made on the statement, but it is not trans
ferred to the paid file until completely paid, or otherwise settled.
A specially designed combination bank deposit and cash re
ceipts form is used (Figure 1-b). It is a snap-out type in duplicate.
This form permits the distribution of collections at the time the
deposit slip is prepared. The deposit slip portion is detached at the
perforation, and goes to the bank in the usual manner. The carbon
copy becomes the cash receipts journal, summarized monthly for
general ledger posting. Also, working from this carbon copy, unpaid
statements are pulled, marked paid, etc., as explained above. The
voucher portion of the original is destroyed except when used as
follows:
The column on the combination form headed “Advances” is
used to enter payments received in advance of billings and for
retainers. These items are not too frequent, and seldom if ever, will
more than one such item appear on a single deposit. The original
of the voucher in this case is used as a credit entry by filing it in
the unpaid statements file to which a billing eventually arrives.
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As a means of keeping collections current, periodic review of
the unpaid statements file is made. Similarly, periodic review is
made of the client’s financial file to determine that billings are
made regularly so that charges are not permitted to accumulate
without cause. Sans-Copy has more recently designed an accounts
receivable aging form (Figure 1-c), which lends itself readily to the
aging of either billed or unbilled time and charges. This firm has
not as yet instituted it, but is contemplating doing so.
Summary

Prior to adoption and use of the Sans-Copy System, this firm
used a conventional monthly time sheet showing clients and time
by days and totals by clients for the month. It did not contain any
adequate description of work done and the billing partner fre
quently had to take the time to make inquiries of staff members
or search the files. Occasionally, some time was overlooked, and
some was estimated. While the present system has now been in use
only a few months, this firm feels that it has already more than
proved its worth. Time records are more accurate (Sans-Copy
effects some discipline), billing is facilitated, and more satisfactory
billings are made, both as to completeness and description, but also
in a number of instances at better rates.
So far, due in part to the change-over, the amount of work done
by the bookkeeper each month has increased approximately three
to four hours. However, considerably more time of staff members
has been saved as they no longer total and summarize their monthly
time sheets. At the same time, work is done currently which will
eliminate much work in the future. Formerly, this firm, on a semi
annual basis, appraised accounts, made adjustments, and distrib
uted such adjustments semi-annually to staff members’ cumulative
production records which had been summarized from the monthly
time sheets. These adjustments are now largely eliminated because
of improved current billing features, and in most instances are
resolved monthly. Accordingly, the semi-annual chore heretofore
experienced is now substantially reduced, and monthly operating
statements can be produced on a realistic basis. Over a period of
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a year’s time, it is anticipated that there will be a saving in time on
the part of both staff members and the bookkeeper, in addition to
the improved billing and operating data now available.
A significant by-product is the staff performance data which
has now become available. By thumbing through the time slips, the
managing partner can currently determine and measure the work
and progress of staff members and engagements. This will permit
improved budgeting of time and the making of assignments, besides
disclosing weaknesses not always apparent in the past.
This firm believes that this type of system has application to any
size CPA firm. It has sufficient flexibility to be adapted to varying
needs, desires, and patterns. While it involves some additional cost
for materials and supplies, the results and the information obtain
able, far exceed in value the nominal cost, according to this firm.

Individual Practitioner Employs “Unitary” Rate
Organization of Firm

Consisting of four persons, including the principal, this office
handles a diversified group of clients including those in the trans
portation industry, wholesalers, manufacturers, non-profit institu
tions, governmental bodies, insurance companies, contractors, and
retailers. Clients range from those with assets of $10 thousand to
one with $10 million. About 75% of the work covers audits leading
to reports, 10% monthly service, 10% tax, and 5% consulting.
Time Classification

All time is classified as direct or indirect. Direct time is all time
reasonably attributable to a client’s immediate complete service,
including telephone calls, typing and checking, verifaxing, multilithing, research, collection visits and time traveling during regular
business hours. The office normally operates on a 40 hour, 5 day
week. Each person prepares a weekly Time Sheet for hours worked
in fractions of ¼ hours. The weekly date and hours per client from
each Time Sheet are posted to a combination Time Summary and
Copy of Billing.
42

Billing for Services

Although minor time is charged, no separate billing is made for
minor services such as telephone advice, letters of opinion, mid
year tax returns or conferences during clients fiscal year. Such
time is included with a major service billing.
When a major service is completed and reports are ready for
delivery, the billing is prepared by the principal in each case. He
totals the hours shown on Time Summary and uses approximately
$10 per hour for all time spent as his first ingredient. (This unitary
rate is more fully described below.) Secondly, he refers to previous
charges to the client which are found on back of the Client’s Master
Sheet. This record gives the client’s history of billing dates, hours,
rate per hour of each billing and amount. Thirdly, the principal has
such close contact with each piece of work that he is able to weigh
current time, past record, and value of current service so as to de
termine a fee appropriate to the current circumstances.
Invoicing

The phrasing on the invoice and the amount of fee is usually
put on the dictaphone at the same time the transmittal letter on
report and tax returns is dictated. Typical wording used on an
invoice might be:
Examining the financial statements for year ended June 30, 1959 and report
ing thereon. Preparation of the following tax returns:
6/30/59 U.S. Income Tax Return, Form 1120
Balance Sheet
6/30/59 N.C. Income Tax Return, Form D-404
Balance Sheet
1959 N.C. Franchise Tax Return, Form C-300
Extension letter
Balance Sheet
1958 N.C. Intangible Tax Return, Form H-801
1/1/59 (name of city) Ad Valorem Tax Listing.
Sundry conferences during year.
T o ta l....................................................................................................... $1,100

The back of the Time Summary is used for the office copy of
the invoice and it is filed alphabetically in an unpaid invoice file
as an accounts receivable. The invoice is enclosed with reports
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and tax returns and mailed or delivered to client. Generally, the
principal delivers reports and takes that occasion to review the
report with the client and discuss the invoice or receive a check.
Collection

A note at the bottom of the invoice states that payment be
expected within 10 days of date rendered. When the invoice is used,
as a statement, the word invoice is crossed out. Collection period
usually averages from 15 to 30 days. Most clients pay promptly.
Those who are slow are dealt with according to their circumstances.
For instance, one client is asked to pay one-quarter in advance,
one-quarter at end of first week, one-quarter at end of second week
and balance on delivery of reports. Occasionally a statement is
needed but next time the fee is usually requested on delivery or in
advance. When collection is made, the date and amount is marked
on back of Time Summary and it is filed alphabetically in the paid
bill file after the monthly billing record is prepared. Absence of
significant collection problems seems to indicate that present meth
ods are quite adequate.
Unitary Rate

This office has moved to a single billing rate for all personnel
in the last two years and its use has decreased resistance to high
hourly rates for the time of the principal. Most opinion report work
is a blend of hours of the entire firm and as a result the unitary
hourly rate of $10 works well at today’s cost-of-living level. The
“package” rate for service is received better by clients. It follows
that a superior type of service such as consulting only without a
blend of other service of the firm should and does carry a higher
rate. Inferior type of service might conceivably expect to carry a
lower rate but experience has shown that any such service quickly
leads to a higher type of service that justifies the regular rate because
the opportunities for quality service are so great.
The time of each person could probably be accumulated by
type of work performed, but this practitioner believes that dividing
everyone’s time and then using a standard rate for each type of work
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would result in substantially the same end result as a unitary rate.
Client reaction to unitary rate has been excellent as compared to
the classic standard rate per person’s classification. Discussion of
fee by the principal with client is much easier for the principal
because he can discuss a unitary rate for a unitary service much
easier than talking about the value of his personal service. It shifts
the emphasis from separate individuals to the worth of the services
as a unit. There is also a psychological reason in that naming $6 to
$16 per person just sounds higher than $10 as an organization rate.
Monthly and Cumulative Billing Information

The principal has found that summary information on fees
charged causes changes in setting fees. Such information spurs
fairer billing to all clients. Monthly, the information on the Time
Summary is summarized at bottom of sheet. The total hours for the
engagement are divided into the fee and a billing rate per hour is
obtained. The summary also provides internal information on a
standard rate per hour, standard fee, and allocation of actual fee
to each staff member. The standard rates, and standard fees, how
ever, are no longer used for billing purposes.
Previously a standard rate of approximately 1% of annual
salary for each person was used as a daily rate and divided by seven
for an hourly rate. The present purpose of these figures is to allo
cate the actual fee to specific persons so as to measure the amount
of fee produced by each person. Adherence to mill rates would
actually have developed slightly more fees in 1958.
Monthly, the information from the summary of each Time
Summary which was invoiced in current month is entered in the
first section of a Monthly Billings Record. This record also includes
a second section for retainers which will be covered later. The
listing of all billings in the Monthly Billings Record brings into
sharp focus the rates per hour for each client and by dividing the
total of all hours into the total of all fees, an over-all monthly billing
rate is obtained per hour. The Monthly Billings Record also readily
shows which clients are not bearing their fair share of business
costs because the principal compares these billing rates with his
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break-even rate per hour. The break-even rate is considered to be
the amount resulting from dividing the yearly total of direct hours
into the yearly total of all costs and appropriate salary for principal.
Clients understand a break-even point. After the Monthly Billings
Record is completed, the date, hourly rate and fee for each client
is posted from this Record to the back of the Client Master Sheet
so there will be a complete record of fees billed to that client.
The monthly totals from the Monthly Billings Record are
carried to a Comparative Billings Record so the principal may
compare his monthly and cumulative hours billed, rate per hour,
and fees of this year with those of last year:
Retainers

About one-third of total fees are on a retainer basis. Retainer
billings are handled by 12 equal monthly billings. A billing cycle
is completed by delivery of report and tax returns, accompanied in
most cases by a new letter on arrangements. In effect this is a
prepayment arrangement as the portion of fee collected monthly is
usually greater than the portion of time spent during the early part
of the yearly billing cycle.
When the first retainer is invoiced, the copy of the invoice
becomes the back of the first Time Summary in the yearly cycle.
The first retainer amount is also entered on the front of the Time
Summary in a column provided for date or retainer. Hours on the
time sheets are posted to the Time Summary as in all other work.
When a second retainer is invoiced, a new Time Summary is started
by using it for the office copy of the second retainer billing. On
the first Time Summary the hours for each person are totaled and,
along with the amount of the first retainer billing, are carried
forward to the top line of the second Time Summary. In the second
month the Time Sheet hours are posted to the Second Time Sum
mary as in all other work. When a third retainer billing is made the
same procedure is followed by carrying forward to the third Time
Summary the cumulative hours and fees.
The totals at the bottom of the Time Summary are not com
pleted monthly but the retainer is listed in the second section of
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the Monthly Billings. Thus the hours and fee do not get entered
in the first section of Monthly Billings until later. This procedure
continues until after the twelfth or final retainer billing is made.
For the final month the cumulative hours and fees are summarized
in the summary at the bottom of the Time Summary and these
totals posted to the first section of the Monthly Billings Record.
In effect it is handled in the first section as though only one billing
had been made for all work performed in a year.
Monthly, the retainer amount is posted from the second section
of Monthly Billings to back of Clients Master Sheet. On the twelfth
month not only is the retainer first posted from the second section
but the summary in hours and fees are posted from the first section
to the Clients Master Sheet as a total for all the retainers in the cycle.
This yearly summary on retainers plus previous history and
value of current service rendered becomes the basis for next year’s
fee arrangements. The same procedures are followed when weekly
billings are necessary.
The New Client

When work is undertaken for a new client, he is handled the
same as regular clients as far as billing and collection are concerned.
However, the principal usually explains in general terms how
charges are made and when payment is expected. He says:
“Every new client has to be educated in what to expect from our
services. For instance, a new client would probably let a revenue
agent come in, work up a big assessment, and then call us in to make
the agent back down. However, we expect the client to let us know
immediately when a revenue agent is about to make an examination
so the principal may be with the agent to assist him in his examina
tion. Another area quite marked in new clients is an ignorance of
essential audit procedures. It takes several years to educate a client
to act with us in his own best interest. It is similar to breaking in
an employee. An employee is not a valued employee until broken in.
A valued client would, among other things, be one who conducts his
business on a high moral plane, follows acceptable accounting and
tax procedures, understands the area in which our services may be
most useful, is friendly, speaks well of us to others and is willing to
pay a fair fee for a superior service from his certified public
accountants.”
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All Partners Review Billings in This Medium Size Firm
General Background of Firm

The firm is composed of four partners with staff and adminis
trative personnel of approximately thirty persons.
Clients’ businesses are diversified—retail, wholesale, manufac
turing, automobile dealers, insurance agencies, public utilities, oil
producers, real estate dealers, contractors, ranchers, hotels, civic
and municipal organizations, medical clinics, architects, and others.
Size of client varies from large corporation operations down to
smaller, individual clients.
The practice breaks down as follows: audits, 40% ; tax work,
40% ; management services, systems, and other accounting services,
20% . No write-up or bookkeeping work is done, as the client is
expected to handle all of this type of clerical activity. The client
by agreement furnishes the accounting firm with many detailed
schedules and analyses for use both in audit and tax work. There
fore the accountant can confine his activity on the job to verifying
the detailed work presented by the client and be relieved of the
clerical task of setting these facts out in schedules. Schedules
prepared by the client are furnished in the form suggested by the
accounting firm, using the accounting firm’s preprinted working
paper forms in many instances.
Internal operation of the firm is divided into a tax division and
audit division (the latter embracing all of the accounting services
other than tax). The internal administrative functions of the firm
are conducted under an office manager (not a member of the pro
fessional staff) who is in charge of the typing department, the firm
bookkeeper, supplies, filing, multilithing, general housekeeping
duties, etc. The office manager functions under the general super
vision of the two partners charged with administration of the firm’s
internal affairs.
Responsibility for Billing

Throughout the year weekly billing meetings are held with all
four partners present, to review suggested billings which are pre48

sented and discussed by the partner who has been in closest contact
with the work covered by the billing. It is believed that a group
review by all the partners results in a fairer evaluation of the services
rendered and the proper amount to be billed. In order to assist the
partners in evaluating the work for billing purposes, a two-page
form entitled “Appraisal of Work Performed” (Figure 3) is pre
pared by the accountant in charge and reviewed by the partner
closest to the work.
Based upon the scope of the services to be rendered, as set out
on the client’s work order, and upon review of the files of completed
work, a staff assistant checks off on the firm’s billing instruction
sheet (Figure 4) the predetermined wording of items to appear on
the final billing. These billing instructions are approved by the
partners at the time the fee is determined. Special work not covered
by predetermined wording on the billing instruction sheet, is written
in on this sheet as appropriate.
After setting the fee, approval of the billing instructions and the
work order, the mechanics of billing are handled by the office
manager and personnel under his direction.
What Is Billed

The firm endeavors to bill all time which is expended directly
for the benefit of the client by the typists as well as the time of
partners and staff.
Each individual in the organization maintains a daily record
of hours. This is posted to the nearest one-quarter hour. This
daily time report is summarized each week by the individual and
turned in to the firm bookkeeper for posting to the various work
orders of the individual clients.
Telephone calls, drop-in visits, correspondence time, etc., are
all charged to the client to the nearest quarter hour if the matters
handled are of any consequence. Travel time is charged only when
travel is accomplished during business hours; travel time under
taken at night, on week-ends, or during time other than business
hours is not charged to the client.
Typing, checking, reviewing, and comparing time are all charged
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directly to the client’s work order and billed.
Travel expenses are generally billed currently to the client.
Purchases made for the client are billed separately, sometimes
currently and sometimes when the bill for services rendered is
presented. Minor purchases are sometimes overlooked purposely
in making up a billing. Postage is billed to clients only for sending
verifications and for other such bulk mailings.
Except for new clients, on whom there is generally a good bit
FIGURE 3

Work Appraisal Form
APPRAISAL OF WORK PERFORMED
CLIENT__________________W.O. N O .____________________________
PERIOD_________________ TYPE OF WORK: ____________________
1. Were any TAX SAVINGS ACCOMPLISHED by this work? Explain!
ACCOUNTANT’S COMMENTS:
REVIEWER’S COMMENTS:
2.

Were any EXTRAORDINARY AUDITING OR ACCOUNTING
ACHIEVEMENTS ACCOMPLISHED which benefited, or will be of
future benefit to the client? Explain!
ACCOUNTANTS COMMENTS:
REVIEWER’S COMMENTS:

3.

Was the COST AFFECTED by any of the following?
a. Difficult problems encountered
b. Extra work done not ordinarily within the scope of our work
c. Failure of client to fulfill obligations, such as not preparing
requested working papers.
Explain fully with recommendations!
ACCOUNTANT’S COMMENTS:
REVIEWER’S COMMENTS:

4.

In your opinion should an ALLOWANCE be taken on this job for any
reason, including the following:
a. Excessively slow time on the job
b. An excessive amount of training on the job
Explain fully with recommendations!
ACCOUNTANT’S COMMENTS:
REVIEWER’S COMMENTS:
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of time spent in obtaining background material and assembling
permanent data file material, the firm bases its billing, as a mini
mum, on the total charges of time to the client’s work order, the
time having been converted into dollars by the firm bookkeeper
currently with the posting of the work order. Based on the firm’s
annual budget, billing rates for the following classifications are
determined and charted at the beginning of each year: Junior, semi
senior, senior, tax accountant (senior), and typist.
FIGURE 3A

Work Appraisal Form (Reverse Side)
5.

In your opinion should an EXTRA be charged on this job for any
reason, including the following:
a. Was all or part of the work of such a specialized nature as to
warrant special rate?
b. Was special effort exerted at client’s request to meet deadlines,
etc.
c. The time spent not being commensurate with the amount of re
sponsibility assumed.
d. Use of borderline classifications on the work (such as experienced
juniors).
Explain fully with recommendations!
ACCOUNTANT’S COMMENTS:
REVIEWER’S COMMENTS:

6.

Has the FEE STUDY FILE and WORK ORDER been reviewed and
considered in the course of completing this questionnaire?
ACCOUNTANT’S COMMENTS:
REVIEWER’S COMMENTS:

7.

Do you have any SUGGESTIONS as to new procedures for the follow
ing year which might LOWER THE CLIENT’S COST?
ACCOUNTANT’S COMMENTS:
REVIEWER’S COMMENTS:
SIGNED:
Accountant ___________________
Reviewer _____________________
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FIGURE 4

Billing Instruction Sheet
BILLING INSTRUCTIONS
.WORK ORDER NO.__________ DATE __________

CUENT
Opr.
No.

V
Consultations with regard to
income tax
and accounting matters

for the year ended______________ _

1

□

2

□

returns.

□

Limited examination company
partnership
Examination of
business
the records of the

3

Sum m arization

of data submitted for presentation in income tax
at _______________________
for the business
year ended _______________

Preparation of financial statement as at_______________________ .
□
□
□
□
□
□
□
□
□
□

Preparation of corporation declaration of estimated tax (Form
1120-ES) for the taxable year en ded________________.
Preparation of corporation income tax return (Form 1120) for
the taxable year ended________________.
Preparation of small business corporation income tax return (Form
1120-S) for the taxable year en d ed _______________ .
Preparation of Texas franchise tax return.
Preparation of amended income tax return (F o rm ________) for
the taxable year ended___________________ for:
Preparation of partnership income tax return (Form 1065) for
the taxable year ended___________________ .
Preparation of fiduciary income tax return (Form 1041) for the
taxable year ended ___________________ .

□

Preparation of social security tax returns for the
calendar y e a r_____________________.
Preparation of annual information return (Form 1096) for the
calendar y e a r_____________________.
Preparation of U. S. return of organization exempt (Form 990
from tax for the taxable year ended_____________ . Form 990-AJ

□

Preparation of U. S. return of employees trust (Form 990-P) for
the taxable year ended___________________ .

□
□
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Preparation of individual income tax return (Form 1040) for the
calendar year_____________ for:
Preparation of estimate of income tax (Form 1040-ES) for the
calendar year_____________ for:
Preparation of State of _____________ income tax return (Form
________) for the calendar y e a r________________for:

FIGURE 4A

Billing Instruction Sheet (Reverse Side)
Assistance in the Maintenance s y s tem of records for the busi
ly Supervision

4

□

ness year en d ed___________________ .

5

□

Correspondence with District Director of Internal Revenue regarding
Conferences with Internal Revenue Agent regarding the agent’s exam
ination of federal income tax return (F o rm __________ ) for the
taxable year ended__________________ , necessary work resulting
therefrom, and settlement of the examination.

6

□

Preparation of amended estimate of income tax (Form 1040-ES)
for the calendar y e a r___________________ for:

7

□

Preparation of claim for refund (Form 843) for the taxable year
ended___________________ .

8

□

Preparation of gift tax returns (Form 709) for the calendar
year ___________________ for:

10

Q

General: (wording to be written in)

□

Should letter be written?
If so. by

□

Check if letter attached.

□

Has new W. 0 .
been opened

TOTAL CHARGE
Less: Payments on
account
BALANCE DUE .
?

FACTORS TO BE CONSIDERED IN SETTING FEE
1. Are there any unusual accomplishments
that would justify our obtaining an
Yes
extra?

No

2. Is there any time charged to this Work
Order to which the extra percentage
profit factor would be applied?

Yes_

No

3. Did any staff member work on this en
gagement whose time should be computed
at an advanced rate?

Yes

No

4. Have we considered the effect that the
type of men used this year might have
upon succeeding years’ fees?
Yes_

No
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Basic billing rates for the various partners vary from $100 to
$200 per day, depending on the individual and the engagement.
The work order instructions (Figure 5) outline the various
operations which the firm is to perform for the client. Each opera
tion is given a particular operation number. This number is used
by the firm member, together with the work order number, in
posting his daily time sheet. This time is ultimately posted to the
client’s work order. Thus the firm is able to determine the amount
of time devoted to each separately numbered operation and uses this
in evaluating the fee. In case of client resistance to fees, this infor
mation is sometimes used in explaining the amount of time it was
necessary for various partners and staff members to spend on each
operation.
Frequency of Billing

Most of the firm’s clients make monthly or quarterly payments
even if no services are rendered during the period. These payments
are applied to the total fee which will be determined and billed at the
conclusion of the accounting firm’s engagement following the close
of the client’s year. By means of these agreed payments the firm
is able to maintain more adequate capital during the lag between
commencement of the engagement and the ultimate billing and
collection of the fee. This lag is particularly noticeable during and
slightly before the busy season. At this time a great deal of work
is being undertaken for various clients but engagements are not
being concluded and billed until the latter part of the busy season.
Thus, there is not an even flow of collections while work in process
and receivables are building up. At the conclusion of the engage
ment, a balance will be due of only some 10 to 20% of the fee, as
estimated based on prior years’ experience.
Upon the completion of the job, the client’s work order is closed
and billed, giving the client credit for the monthly or quarterly
payments which he has made.
Work regarding income tax examinations by the Internal
Revenue Service is always billed separately. Other special work
which involves a specific project is billed separately where pos54

FIGURE 5

Work Order Instruction Form

Coleman Construction Company

59-777

Client

W. O. No.

1777 Main St.

October 27, 1958

Address

Date

Opr. No.

In s tru c tio n s

and

Old Account

------

Source

Client Group

S p e c ia l

In fo rm a tio n

1

Consult with Mr. Coleman with regard to income tax and account
ing matters during the business year ending December 31, 1959.

3

Examination of the records of the company for the business year
ended December 31.
Preparation of Financial Statement as at December 31, 1958.
Prepare tax returns for the taxable year ended December 31, 1958 as
follows:
a. Corporation income tax return, Form 1120
b. Texas Franchise tax return

10

General: Staff conferences, studies, telephone conversations, confer
ences with client’s employees, etc.

Check Whether:
Corp. 0
Part. □

Trust O

Office Cost

Basic
1,375.31

A t„35%
1,375.31

At S L%
1,375.31

Plus: Profit
Tentative Fee
Plus: Outside Expenses
Tentative Charge
* ACTUAL CHARGE*
Extra or (Allowance)

343.83
1,719.14
HT.37"
1,729.51
1,750.00
20.49

481.36
1,856.67
10.37
1,867.04

687.66
2,062.97
10.37
2,073.34

Less: Payments on Account
Balance Due

1,000.00
750.00

Estate 1__1
ree Arrangement:
Open 0

Fixed Q

Explain if not "open":

When Payable:
Retainer $250.00

W O R K

Due Quarterly

Actual Charge
Approved by:

PO STED TO

R EC AP CARD

O R D E R

M

A S T E R

S H E E T
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sible. Otherwise, it is set out as a separate item on the statement
together with a description of the regular services billed at the con
clusion of the client’s business year. The firm believes in billing
work separately where possible since the client can thus evaluate
what he is paying for, and he is not jolted with a large bill at the
end of his year. This might well be the case if the special work
were billed together with the regular work. Accordingly, this pro
cedure promotes better fee acceptance by the client.
Wording of the Bill

The first wording of all bills is “Professional Services Rendered,”
after which there follows a brief itemization of each category of
work performed for the client. (See wording contained on billing
instructions sheet, Figure 4.)
In the event that there is a significant increase in the bill over
prior years’ fees, a letter is generally written by the partner who has
closest contact with the client on this engagement, calling the client’s
attention to the various factors which contribute to this increase.
This is an effort to forestall possible complaint about the fee. If an
adequate description of such factors causing a fee increase appears
on the bill and is self-explanatory, no letter is written. Care is taken
by the firm not to assume a defensive attitude in regard to fees by
explaining them when it is not necessary and/or by apologizing for
the amount of the fee.
For control purposes invoices are numbered and are sent to the
client on a special letterhead bill form. There are no special nota
tions on the bill as to when payable, terms, etc., as this practice is
regarded as commercial rather than professional.
Collection and Follow-Up Procedure

At the time the partners determine the fee for each bill at the
weekly billing meeting, they also determine if it is advisable merely
to send the billing to the client without comment, enclose a letter
with the billing, or either discuss the bill with him or mention it in
an off-hand manner to sense whether the client might be expecting
a bill of this size.
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The office manager strives to keep receivables current by follow
ing up with the client or the client’s personnel on payments which
are not received by the next month. The office manager generally
handles the first follow-up on collection in respect to slow payers.
If satisfactory results are not thus achieved, the partner who has
closest contact with the client generally takes the next step to
determine the reason for slow payment (financial difficulty of the
client, client unhappy about fee, or other reasons).
An aged trial balance of accounts receivable, with the collections
noted thereon, is reviewed at least once a week by the partners
responsible for collection and follow-up procedure. The firm has
never used collecting agencies nor had to resort to suit for recovery.
On those unhappy occasions when a client may express dissatis
faction with the amount of the fee, one of the partners attempts to
explain to the client the value and extent of the services which he
has received. Occasionally it is necessary to explain in detail the
basis for the fee, including the time spent and approximate rates
for different persons who worked on the client’s project. However,
a detailed explanation of time and rates is ordinarily avoided.
The firm tries to arrive at a fair fee at the time it is billed—one
that is fully justified and the client able to pay. Only in extremely
rare instances is a bill ever adjusted downward because this would
lead the client to believe that, by complaining, he could expect
to have bills reduced in the future. By discussing with the client in
detail the various services performed and reviewing with him some
of the working papers and computations necessary to arrive at a
completed result for him, the client can generally be satisfied as to
the propriety of the fee charged.
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